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OATH OR AFFIRMATION

L__ Beatrice R, Assad , swear {or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Gateway Investment Services, Inc. L as

of December 31, ,2007 are irue and correct. [ further swear (or affirm) that

neither the company nor any pariner, proprietor, principal officer or dircctor has any proprictary interest in any account

classificd solely as that of a customer, except as foliows:
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Notary Public

This report ** contains (check ail applicablc boxes):
(a) Facing Page.
(b) Statement of Financial Condition.
(¢} Statement of Income {Loss),

{e) Siwaatement of Changes in Stockhalders’™ Equity or Partners’ or Sole Proprictors’ Capital,

(N} Statement of Changes in Liabilitics Subordinated to Claims of Creditors.

() Computation of Net Capital.

{h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

(1) information Relating to the Possession or Control Requirements Under Rule E5¢3-3.

()} A Reconciliation, including appropriate cxplanation of the Computation of Net Capital Under Rule 15¢3-t and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

(k} A Reconciliation between the audited and unaudited Statements of Financial Condition with respeet to methods of
consolidation.

(1} An Qath or Affirmation.

(m) A copy of the SIPC Supplemental Report.

(n} Avreportdescribing any material inadequacics found to exist or found 1o have existed since the date of the previous audit.
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**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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KPMG LLP

Suite 2000

356 South Grand Avenue
Los Angeles, CA 90071-1568

Independent Auditors’ Report

The Board of Directors and Shareholder
Gateway Investment Services, Inc.:

We have audited the accompanying consolidated statement of financial condition of Gateway Investment
Services, Inc. and subsidiary (the Company) (a wholly owned subsidiary of FBOP Corporation) as of
December 31, 2007 and the related consolidated statements of operations, changes in sharcholder’s equity,
and cash flows for the year then ended that you are filing pursuant to Rule 17a-5 under the Securities
Exchange Act of 1934. These consolidated financial statements are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these consolidated financial statements based
on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes consideration of
internal control over financial reporting as a basis for designing audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company’s
internal control over financial reporting. Accordingly, we express no such opinion. An audit also includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements,
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audit provides a reasonable
basis for our opinion.

In our opinion, the consolidated financial statemenis referred to above present fairly, in all material
respects, the financial position of Gateway Investment Services, Inc. and subsidiary as of December 31,
2007, and the results of their operations and their cash flows for the year then ended, in conformity with
U.S. generally accepted accounting principles.

Our audit was made for the purpose of forming an opinion on the basic financial statements taken as a
whele. The information included in schedules 1, 11, and TIT is presented for purposes of additional analysis
and is not a required part of the basic financial statements, but is supplementary information required by
Rule 17a-5 under the Securities Exchange Act of 1934. Such information has becn subjected to the
auditing procedures applied in the audit of the basic financial statements and, in our opinicn, is fairly stated
inn all material respects in relation to the basic financial statements taken as a whole.

KPMme P

February 25, 2008

EPMG LLP. a U.5. limited hability partnership, is the U.S.
member firm of KPMG Intermnational, a Swiss cooperative.



GATEWAY INVESTMENT SERVICES, INC. AND SUBSIDIARY
(SEC Identification No. 8-45370)

Consolidated Statement of Financial Condition
December 31, 2007

Assets
Cash and cash equivalents 3
Certificate of deposit
Accounts receivable
Prepaid expense
Total $
Liabilities and Shareholder’s Equity

Liabilities:

Accounts payable and accrued expenses $

Due to Parent
Total liabilities

Shareholder’s equity:
Common stock, $1 par value. Authorized, 50,000 shares; issued and
outstanding, 50 shares
Additional paid-in capital
Retained earnings

Total sharcholder’s equity
Total $

See accompanying notes to consolidated financial statements.

119,911
206,246
2,055
554

328,766

25,486
4,366

29,852

50
49,950
248 914

298,914

328,766




GATEWAY INVESTMENT SERVICES, INC. AND SUBSIDIARY
(SEC Identification No. 8-45370)

Consolidated Statement of Operations
Year ended December 31, 2007

Revenues:
Interest income h)
Commissions
Other income

Total revenucs

Expenses:
Employee compensation and benefits
General and administrative
Occupancy

Professional fees
Total expenses
Income before income taxes
Income tax expense

Net income 3

See accompanying notes to consolidated financial statements.

7,757
23,661
38,000

69,418

18,000

597
12,000
28,107

58,704

10,714
4,366

6,348




GATEWAY INVESTMENT SERVICES, INC. AND SUBSIDIARY
(SEC Identification No. 8-45370)

Consolidated Statement of Changes in Sharcholder’s Equity
Year cnded December 31, 2007

Additional
Commaon paid-in Retained Sharcholder’s
stock capital carnings equity
Balance, January 1, 2007 3 50 49,950 242,566 292,566
Net income — — 6,348 6,348
Balance, December 31,2007  § 50 49,950 248,914 208914

See accompanying notes to consolidated financial statements.




GATEWAY INVESTMENT SERVICES, INC. AND SUBSIDIARY
{SEC Identification No. §-45370)

Consolidated Statement of Cash Flows

Year ended December 31, 2007

Cash flows from operating activities:
Net income
Adjustments to reconcile net income to net cash provided by operating activities:
Changes in assets and liabilities:
Increase in accounts receivable
Increase in prepaid expenses
Decrease in due from Parent
Decrease in accounts payable and accrued expenses
[ncrease in duc to Parent

Net cash provided by operating activities

Cash flows from investing activity:
Investment in certificate of deposit maturing July 29, 2008

Net cash used in investing activity
Net decrease in cash and cash equivalents

Cash and cash equivalents:
Beginning of year

End of year

See accompanying notes to consolidated financial statements.

6,348

(2,055)
(554)
15,352
(1,514)
4,366

21,943

(206,246)

(206,246)

(184,303)

304,214

119,911
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GATEWAY INVESTMENT SERVICES, INC, AND SUBSIDIARY
(SEC Identification No. 8-45370)

Notes to Consolidated Financial Statements

December 31, 2007

Organization

Gateway Investment Services, Inc. (Gateway) was incorporated in California in October 1989 and became
a registered broker-dealer on October 14, 1993 under the Securities Exchange Act of 1934, Gateway and
its wholly owned subsidiary (the Company) are wholly owned subsidiarics of Bank Plus Corporation.
which, in turn, is a wholly owned subsidiary of FBOP Corporation (the Parent).

The Company’s operations arc limited to the receipt of trail commissions earned for products offered and
sold prior to the discontinvance of such operations in 2003.

On December 22, 2004, the Company entered into a services agreement with River Capital Advisors, Inc.
(River Capital), which is alse a wholly owned subsidiary of the Parent. Per the terms of the agreement, the
Company and River Capital plan o offer advisory services retated to the restructuring of debt obligations.

Significant Accounting Policies

(a)

(b

(c)

(d)

(e)

Principles of Consolidation

The consolidated financial statements include the financial statements of Gateway and its wholly
owned subsidiary. All significant intercompany balances and transactions have been eliminated in
conselidation.

Cash and Cash Equivalents

Management considers investments in money market funds as cash equivalents as they are carried at
cost, which approximates fair value.

Revenue Recognition

Trail commissions are recognized when eamned.

Income taxes

Deferred tax assets and liabilities are recognized for the future tax consequences attributable to
differences between the financial statement carrying amounts of existing assets and liabilities and
their respective tax bases. Deferred tax assets and liabilities are measured using enacted tax rates
expected to apply to taxable income in the years in which those temporary differences are expected
to be recovered or settled. The effect on deferred tax assets and liabilities of a change in tax rates is
recognized in income in the period that includes the enactment date.

Use of Estimates

The preparation of the consolidated financial statements in conformity with U.S. generally accepted
accounting principles requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date
of the consolidated financial statements and the reported amounts of income and expenses during the
reporting period. Actual resulis could differ from those estimates.

6 (Continued)
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GATEWAY INVESTMENT SERVICES, INC. AND SUBSIDIARY
(SEC Identification No. 8-45370)

Notes to Consolidaied Financial Statements

December 31, 2007

(N Certificate of Depasit

The nine-month certificate of deposit has a maturity date in excess of 90 days and was opencd on
October 29, 2007 for $204,520 maturing on July 29, 2008 with an annual interest rate of 4.879%.
The certificate of deposit is stated at cost and accrued interest income of $1,726 eamed from
October 29, 2007 to December 31, 2007, which approximates fair value.

Related Party Transactions

The Company is subject to an allocation of charges from the affiliated companies for general overhead

costs. During the year ended December 31, 2007, the Company paid $30,000 to the affiliated companies
for such allocated charges.

Income Taxes

The Company’s results are included in the consolidated federal income tax and the California franchise tax
returns filed by the Parent. The Company is allocated income taxes based on the separate-return method
and allocated tax expense to the Parent on a consolidated basis. Amounts due to Parent as of December 31,
2007 of $4,366 relate to current income tax payable to the Parent.

[ncome taxes consist of the following components on a separate-return basis:

Current income tax;

Federal $ 3,419
State 947
h] 4,366

The provision for taxes on income differs from the amounts computed by applying the federal rate of 35%
primarily because of the effect of state income taxes as follows:

Computed expected tax expense at 35% of income before income taxes $ 3,750
Increase in income tax expense at 8.84% resulting from state and city income
taxes, net of federal income tax benefit 616
Total income tax expense 5 4,366
7 (Continued)
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GATEWAY INVESTMENT SERVICES, INC. AND SUBSIDIARY
(SEC Identification No. 8-45370)

Notes to Consolidated Financial Statements

December 31, 2007

In June 2006, the Financial Accounting Standards Board (FASB) issucd FASB Interpretation No. 43
(FIN 48), Accounting for Uncertainty in Income Taxes. This interpretation defines the threshold for
recognizing the benefils of tax-return positions in the financial statements as “more-likely-than-not” 1o be
sustained upon challenge by the taxing authority and requires measurement of a tax position meeting the
more-likely-than-not ¢riterion, based on the largest benefit that is more than 50% likely to be realized.
FIN 48 was effective for fiscal years beginning after December 15, 2006, with early application permitted
if no interim financial statements have been issued. In January 2008, the FASB deferred FIN 48 for
nonpublic entities, as defined in Statement of Financial Accounting Standards No. 109, Accounting for
Income Taxes. However, the Company is ineligible for this deferral, as FIN 48 was adopted by its Parent in
the current fiscal year. At adoption, companies must adjust their financial statements to reflect only thosc
tax positions that are more likely than not to be sustained as of the adoption date. Management of the
Company has analyzed the tax positions of the Company. Upon adoption of FIN 48, management
identified no uncertain tax positions that have not met the more-likely-than-not standard.

Concentration of Credit Risk

The Company maintains its cash and cash equivalents in various federally insured banking institutions. The
account balances at each institution periodically exceed the Federal Deposit Insurance Corporation’s
(FDIC) insurance coverage, and as a result, there is a concentration of credit risk related to amounts in
excess of FDIC insurance coverage. Management of the Company believes that this risk is not significant.

Net Capital Requirements

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule
(Rule 15¢3-1), which requires the maintenance of minimum net capital and requires that the ratio of
aggregate indebtedness to net capital, both as defined, shall not exceed 15-to-1. At December 31, 2007, the
Company had net capital of $228,977, which was $223,977 in excess of its required net capital of $5,000.
The Company’s ratio of aggregate indebtedness to net capital was 0.13 to 1.

Reserve Requirements for Brokers or Dealers

The Company 1s exempt from the provisions of Rule 15¢3-3 (pursuant to paragraph (k)}2)(i} of such rule)
under the Securities Exchange Act of 1934 because it carries no margin accounts, promptly transmits all
customer funds, and delivers all securities received in connection with its activities as a broker-dealer, does
not otherwise hold funds or securities for, or owe money or securities to, customers, and effectuates all
financial transactions among the Company and its customers through one or more bank accounis, each to
be designated as “Special Account for the Exclusive Benefit of Customers of Gateway Investment
Services, Inc.”

Contingencies

The Company in the ordinary course of its business is subject to potential claims. The Company’s
management believes the outcome of these matters will not have a material or adverse effect on the
Company’s conseclidated financial statements or its business.



Shareholder’s equity
Nonallowable assets:
Prepaid expenses

Other

GATEWAY INVESTMENT SERVICES, INC. AND SUBSIDIARY
(SEC Identification No. 8-45370)

Computation of Net Capital under Rule 15¢3-1
of the Securities and Exchange Commission

December 31, 2007

Net capital before haircuts on securities

Haircuts on securities:
Certificate of deposit

Net capital

Computation of agpregate indebtedness:
Total aggregate indebtedness

Minimum net ¢apital

requirement {6%% of aggregate indebtedness)

Minimum capital requirement

Net capital required
Excess net capital

Ratio of tolal aggregate indebtedness to net capital

The following provides a reconciliation between the computation of net capital, as computed above,
and the computation included in Part It of Form X-17A-5 filed by the Company on January 24, 2008.

As reported on

Schedule [

298,914

(554)

(68,616)

229,744

{767)
228,977

29,852
1,90
5,000
5,000

223,977
0.13t0 1

As reported

Form X-17A-5 Adjustments above
Sharcholder’s equity $ 295,387 3,527 (a) 298,914
Deductions:
Other {68,616) (68,616)
Prepaid expeunses (1,023) 469 (b} (554)
Net capital before haircuts
on securities 225,748 3,996 229,744
Haircuts on securities:
Certificate of deposit — (767) (c) (767)
Net capital $ 225,748 3,229 228,977
Total aggregate indebtedness 3 29.644 308 (d) 29,852
Minimum net capital requirement 1,936 1,990
Net capital required 5,000 5,000
Excess net capital 220,748 223977
Ratio of aggregate indebtedness to net capital 013w 1 0.1310 1

Notes:

{a) Reflects incremental net income recorded.
(b) Reflects reclassification of haircut taken on securities net of additional nonallowable prepaid asset.

(c) Reflects haircut taken on certificate of deposit.
(d) Reflects increase in accounts payable recorded.

See accompanying independent auditors’ report.



GATEWAY INVESTMENT SERVICES, INC. AND SUBSIDIARY
(SEC Identification No. §-45370)

Computation for Determination of Reserve Requirements under
Rule 15¢3-3 of the Securities and Exchange Commission

Exemption is claimed under Section (k}{(2)(i) of Rule 15¢3-3.

See accompanying independent auditors’ report,

10
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GATEWAY INVESTMENT SERVICES, INC. AND SUBSIDIARY
(SEC Identification No. 8-45370)

[nformation Relating to Possession or Control Requirements under
Rule 15¢3-3 of the Securities and Exchange Commission

Exemption is claimed under Section (k)(2)(i} of Rule 15¢3-3.

See accompanying independent auditors’ report.

Schedule T




KPMG LLP

Suite 2000

355 South Grand Avenue
Los Angeles, CA 90071-1568

Independent Auditors’ Report on Internal Control
Required by Securities and Exchange Commission Rute 17a-5

The Board of Directors and Shareholder
Gateway Investment Services, Inc.:

In planning and performing our audit of the consolidated financial statements and supplemental schedules
of Gateway Investment Services, Inc. and subsidiary {the Company), as of and for the year ended
December 31, 2007, in accordance with auditing standards generally accepted in the United States of
America, we considered the Company’s internal control over financial reporting (internal control) as a
basis for designing our auditing procedures for the purpose of expressing our opinion on the consolidated
financial statements, but not for the purpose of expressing an opinion on the effectiveness of the
Company’s internal control. Accordingly, we do not express an opinion on the effectivencss of the
Company’s internal control.

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission (SEC), we have made a
study of the practices and procedures followed by the Company, including consideration of control
activities for safeguarding securities. This study included tests of such practices and procedures that we
considered relevant to the objectives stated in Rule 17a-5(g) in making the periodic computations of
aggregate indebtedness (or aggregate debits) and net capital under Rule 17a-3(a)(11)} and for determining
compliance with the exemptive provisions of Rule 15¢3-3. Because the Company does not carry securities
accounts for customers or perform custodial functions relating to customer securities, we did not review the
practices and procedures followed by the Company in any of the following:

1. Making quarterly securities examinations, counts, verifications, and comparisons and recordation of
differences required by Rule 17a-13.

2. Complying with the requirements for prompt payment for securities under Section 8 of Federal
Reserve Regulation T of the Board of Governors of the Federal Reserve System.

The management of the Company is responsible for establishing and maintaining internal control and the
practices and procedures referred to in the preceding paragraph. In fulfilling this responsibility, estimates
and judgments by management are required to assess the expected benefits and related costs of controls
and of the practices and procedures referred to in the preceding paragraph and to assess whether those
practices and procedures can be expected to achieve the SEC’s above-mentioned objectives. Two of the
objectives of internal control and the practices and procedures are to provide management with reasonable
but not absolute assurance that assets for which the Company has responsibility arc safeguarded against
loss from unauthorized use or disposition and that transactions are executed in accordance with
management’s authorization and recorded properly to permit the preparation of financial statements in
conformity with U.S. generally accepted accounting principles. Rule 17a-5(g) lists additional objectives of
the practices and procedures listed in the preceding paragraph.

12
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Because of inherent limitations in any intenal control or the practices and procedures referred to above,
error or fraud may occur and not be detected. Also, projection of any evaluation of them to future periods
is subject to the risk that they may become inadequate because of changes in conditions or that the
efficiency of their design and operation may deteriorate,

A control deficiency exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect misstatements
on a timely basis. A significant deficiency is a control deficiency, or combination of control deficiencics,
that adversely affects the entity’s ability to initiate, authorize, record, process, or report financial data
reliably in accordance with generally accepted accounting principles such that there 1s more than a remote
likelihood that a misstatement of the entity’s financial statements that is more than inconsequential will not
be prevented or detected by the entity’s internal control.

A materia) weakness 18 a signiftcant deficiency, or combination of significant deficiencies, that results in
more than a remote likelihood that a material misstatement of the financial statements will not be prevented
or detected by the entity’s internal control.

Our consideration of internal control was for the limited purpose described in the first and second
paragraphs and would not necessarily identify all deficiencies in internal control that might be matenal
weaknesses. We did not identify any deficiencies in internal contro! and control activities for safeguarding
securities that we consider to be material weaknesses, as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the second
paragraph of this report are considered by the SEC to be adequate for its purposes in accordance with the
Securities Exchange Act of 1934 and related regulations, and that practices and procedures that do not
accomplish such objectives in all material respects indicate a material inadequacy for such purposes. Based
on this understanding and on our study, we belicve that the Company’s practices and procedures, as
described in the second paragraph of this report, were adequate at December 31, 2007 to meet the SEC’s
objectives.

This report is intended solely for the information and use of the Board of Directors and Shareholder,
management, the SEC, the Financial Industry Regulatory Authority, and other regulatory agencies that rely
on Rule 17a-5(g) under the Securities Exchange Act of 1934 in their regulation of registered brokers and
dealers, and is not intended to be and should not be used by anyone other than these specified parties.

KPMa LIP

February 25, 2008
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